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THE FUNCTION OF THE BANKER. 

The function of the banker, though one of the most impor- 
tant in modern society, is only imperfectly understood, even by 
many bankers themselves. This function is similar to that of 
modern means of transportation in seeking to accomplish the 
largest volume of results with the greatest saving of effort. 
The use of money is a long step in the economy of effort and 
in making easy the exchange of goods. The function of the 
banker lies in economizing the use of money, and therefore in 
further diminishing the cost and effort of exchange. This 
much is fairly well understood ; but there are few probably, 
even among those who have given some thought to the sub- 
ject, who have given a satisfactory answer to the question in 
just what manner the banker serves the community. 

The definition of the banking function itself offers one of 
the first difficulties in the discussion of the subject, because of 
the great variety of services rendered by banks and the dif- 
ferent classes of banking institutions among which these ser- 
vices are distributed. Professor Dunbar declares that " a bank 
may be described, in general terms, as an establishment which 
makes to individuals such advances of money or other means 
of payment as may be required and safely made, and to 
which individuals intrust money or the means of payment, 
when not required by them for use." * A more precise defini- 
tion is given by a French law writer, M. Gautier, as fol- 
lows: t — 

Taken in its general acceptation, the word " bank " expresses among 
us to-day the business which consists in effecting on account of others 
receipts and payments, buying and selling either money of gold and 
silver, or letters of exchange and drafts, public securities, and shares 
in industrial enterprises, — in a word, all the obligations whose crea- 
tion has resulted from the use of credit on the part of states, societies, 
and individuals. 

* Theory and History of Banking, p. 9. 

t Article " Banque," in Dictionnaire du commerce, de Vin&ustrle, et de la 
tongue, i. 404. 



THE FUNCTION OF THE BANKER All 

Of these many functions of the modern banker, those with 
which this article is concerned are those which relate most 
directly to the circulation of money. The employment of 
capital for long terms influences much less the operations of the 
money market and the supply of currency than do the opera- 
tions of banks of deposit and discount, which are loosely called 
commercial banks, because they deal in the obligations of 
manufacturers and merchants maturing within short periods. 

Banks of this character are essentially dealers in money. 
Money represents stored purchasing power. It is a commodity 
interposed between the commodities one sells and the com- 
modities one buys. Banking credit represents stored purchas- 
ing power in the same way as money. But it is a question 
which has undoubtedly puzzled many thinkers, Where are the 
present goods which this purchasing power represents ? How 
can real purchasing power be stored in the intangible form of 
entries on a banker's books ? Is such purchasing power in the 
possession of the depositor a draft upon the future or only a 
title to existing goods ? 

The answer to these questions will best be found by proceed- 
ing from the most simple phenomena in banking to the more 
complex. The simplest form in banking is that represented by 
the system of the Bank of Amsterdam, where against every 
paper obligation which was issued by the bank actual metallic 
money was held. In the proper sense of the term, credit did 
not enter into the operations of the Bank of Amsterdam. 
The man who had a deposit there was the actual possessor of 
the quantity of silver which was represented by his deposit 
receipt. The bank held the silver as a matter of convenience, 
and delivered to him a warehouse receipt for its safe keeping. 
These receipts passed from hand to hand in the settlement of 
transactions, but it was known that the entire amount of silver 
which the receipts purported to represent was actually held in 
the vaults of the bank. The holders of the receipts might 
have kept in their own counting-rooms and vaults the silver 
which the receipts represented and paid it over in kind when 
they had an obligation to discharge. The deposit receipts 
issued by the bank simply afforded a convenient means of 
transferring this silver from hand to hand without physical 



478 QUARTERLY JOURNAL OF ECONOMICS 

delivery. They corresponded to the gold and silver certifi- 
cates now issued by the government of the United States, 
secured in full by deposits of coined metal. 

A more complicated step in the development of the func- 
tions of the banker was taken when he took the risk of lending 
a part of the money against which he had issued deposit 
receipts. When a banker thus loans his deposits, he transfers 
to the borrower the stored command over commodities which 
money represents. In the simplest form of this operation he 
would simply hand over to the borrower the metallic money 
which he received on deposit. This money in the hands of the 
borrower would give to the latter the power to command com- 
modities which had belonged originally to the depositor and 
was transferred by him to the bank. The function of the 
banker in this case is to so manage his use of the metallic 
money representing command over commodities as to have it 
ready at all times for those who have need for it. The banker 
binds himself by his deposit receipt to provide money for the 
depositor whenever the latter calls upon him for it. It is his 
function to study the conditions of the market and the average 
needs for money in such a way as to be able to adapt his 
operations to the calls from both borrowers and depositors 
which are to be made upon him. 

Mere mechanical convenience is the principal element in the 
operations of such an institution as the Bank of Amsterdam. 
Such an institution, so long as it did not lend or advance 
money, did not reduce the total demand for metallic money in 
the community, but did permit a business man to keep receipts 
for money instead of coin. It did not permit the bank to keep 
less coin than the combined amounts intrusted to its care by 
individual depositors, and therefore did not cause any direct 
economy in the supply of currency needed in commerce. But, 
when a bank proceeds to lend a half or three-quarters of the 
currency in its possession, while holding out its ability and 
willingness to pay currency to all depositors who ask for it, the 
power of a given amount of currency is multiplied nearly four- 
fold. Other things being equal, a country which changes at 
once from the system of a simple deposit bank, like the Bank 
of Amsterdam, to a credit bank holding only 25 per cent, in 
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currency against its obligations to pay currency, would econo- 
mize the use of currency by three-fourths. 

The more complex forms of commercial hanking are exten 
sions and modifications of these simple principles of the 
economy of money. The banker is a dealer in money more 
precisely than some writers have been willing to grant. He 
is a dealer in money, hecause money is, in the ultimate analysis, 
the commodity which he promises to deliver on demand.* If 
he receives the paper certificates of other banks and bankers 
on deposit in lieu of coined money, it is because those other 
bankers are pledged, like him, to redeem their receipts on 
demand in metallic money. If he delivers his own promises 
to pay coined money to borrowers instead of delivering the 
coin, it is because those receipts are exchangeable for money 
and money's worth in the hands of their holders. Because 
they possess such exchangeability, they are passed from hand 
to hand as a substitute for money, in the same manner as the 
deposit receipts of the Bank of Amsterdam, where no credit 
element was involved, were passed from one Dutch merchant 
to another. 

The primary function of the commercial banker, therefore, is 
that of a broker and dealer in money. It is his mission to pro- 
vide money for those who need it, — to keep it for hire, just as 
a livery stable keeper keeps horses and carriages for hire. The 
fact that money can be had at a bank diminishes the necessity 
that an individual should keep it, just as the fact that bread 
can be bought at the baker's and carriages hired at the stable 
obviates the necessity that every individual should keep a large 
store of bread and his own carriage to guard against any pos- 
sible need for them. Hence arises the economy in the use of 
money promoted by all forms of banking credit. The bor- 
rower who needs gold or its equivalent to meet certain 
demands does not bury it or hoard it long in advance of his 
future needs, as was done among barbarous people, and is still 

* How clearly this is understood by the practical banker appears from the defi- 
nition of M Ruotte of the Cridit lyonnais " The only matter with which the 
banker deals is money It is money which he sells and which he buys, which he 
lends and which is intrusted to him; which he exchanges, which he receives or 
delivers at a given point or at a distance by way of his connections In a word, it 
is money alone which is the basis of all the business which he does and all the 
operations which he conducts " Opiratwns et travaux de banque, p 12. 
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the custom in India and China, because he knows that it will 
be much more economical to go to the shop where money is 
kept and buy it by the offer to repay it with interest at a future 
date, or by the delivery into the hands of the bankers of some 
security which can be converted into money. 

The banker, under the operation of the processes which have 
been set forth, holds out the continuous offer to supply coined 
money against his obligations when it is needed. By making 
himself the custodian and his bank the reservoir of such 
money, he relieves individuals from keeping it on hand. Those 
who possess coined money are willing to surrender it to him in 
exchange for deposit receipts or for books of checks, which 
they can fill up with positive demands for coined money, to 
the limit of the amount which they have intrusted to the 
keeping of the banker. The merchant who sells goods and 
takes money in payment postpones the purchase of goods, 
which he would necessarily make if he exchanged his goods 
directly by barter for other goods. He therefore possesses 
stored purchasing power which he might hoard until such time 
as he had purchases to make. In intrusting this to the 
banker, he does not create new capital or secure any credit 
for himself. He simply transfers to the banker the stored 
purchasing power which he possesses. If payment for the 
goods has been made in coin and it is this coin which is 
transferred to the banker, there is no creation of new capital, 
and only in a narrow sense a creation of credit. If the 
banker in his turn transfers coin to the borrower, he transfers 
to him also actual stored purchasing power. The real nature 
of these transactions does not differ materially where the 
banker accepts checks, foreign bills of exchange, or drafts in- 
stead of metallic money. He accepts these titles in the belief 
that they are issued by persons having metallic money or the 
power to obtain it, and that they are convertible into such 
money without loss. If he accepts a check drawn by one of 
his depositors as a deposit by another, he simply saves them 
and himself the trouble involved in paying out metallic money 
to one and receiving it back from the other. Errors some- 
times occur in the estimate made by a banker of the character 
of the promises or titles which he thus receives. But it is 
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evident from this analysis that in these transactions the ele- 
ment of credit is a smaller or at least a more precise factor 
than is often believed. 

The point at which credit enters in an important degree 
into the transaction relates to the question of the ability of the 
borrower to repay his loan on the date named. The depositor, 
when he transferred his money to the banker, possessed pur- 
chasing power which he might have exchanged at once for 
other commodities than those which he produced. In entrust- 
ing this purchasing power to the banker, with implied permis- 
sion to transfer it by way of loan to others, he permitted the 
banker to divert this purchasing power to a holder who 
avowedly had not capital of his own in such form in the 
amounts which he desired. The borrower takes the capital in 
the implied belief that he can so employ it as to have at his 
command, at that date in the future set forth in his contract 
with the banker, metallic money or stored purchasing power 
sufficient to discharge his debt. In this sense the declaration 
of Professor Yves Guyot is justified, that " the great rdle of 
credit is to save time, just as the means of transportation have 
for an object the shortening of distance." * 

The fact that bank loans are loans of money or convertible 
without delay into money gives its distinctive character to 
commercial banking. A bank must always have money, be- 
cause that is the article of merchandise in which it deals ; and 
it must have its business so adjusted that it can have at any 
time a sufficient quantity of money for meeting its outstand- 
ing contracts to deliver money. This is the secret of the fact, 
which has been discussed more fully elsewhere,f that a bank 
issuing circulating notes, convertible into metallic money on 
demand, cannot make any considerable amount of loans for 
long terms. It makes loans upon short-dated paper because 
this paper is constantly falling due and has to be paid in 
money. No other security can keep the bank solvent in re- 
spect to the ability to deliver the article which it purports to 
deliver, — coined money. Other securities may have value in 
exchange, and might constitute useful assets for a dealer in 

* L'iconomie <te I'effort, p 111 

t Vide " The Principles of a Banking Currency," New York Bankers' Magazine, 
May and June, 1899 
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securities or commodities ; but it is the business of a bank to 
meet the specific demand for coined money, and not to offer 
its creditors the barter of some other article. A commercial 
bank deals in money ; and it is its business to keep this partic- 
ular merchandise always within reach of its customers, just as 
it is the business of the merchant of cotton goods to keep cot- 
tons upon his counter, and not to offer them any less satisfac- 
tory substitute. 

From the fundamental function of the banker as a keeper 
of money on hire arises, therefore, his auxiliary function in 
gathering up the money of the people in order to reduce the 
stock of idle money in their hands to the lowest limits and to 
thereby insure the greatest economy in the investment of the 
capital of the community in actual currency. Hence it comes 
that the banker solicits the deposits of even the smallest 
owners of money, that he may combine these small holdings 
into amounts large enough to be used profitably in loans for 
carrying on important business enterprises. The functions of 
the banker are thus set forth by Professor Courcelle-Sen- 
euil : * — 

Considered in its broader aspects and from the point of view of 
social utility and public service, the banking business has for its 
object : — 

1. To give steadiness and uniformity in some degree throughout 
the commercial world and its several parts to the price of money and 
the precious metals. 

2. To serve as an intermediary between capital seeking investment 
and labor seeking capital, — to create, in fine, a sort of public market 
where the establishment of a current price tends to conform individ- 
ual contracts to a uniform rate. 

3. To transfer and exchange the various titles to property in capi- 
tal measured in money in a manner to economize, by clearing the 
results of commercial sales against each other, the payments in specie 
and the actual transfer of money. 

It is in gathering up the capital of others through the deposit 
system that the commercial banker renders one of his essential 
services to the community. It is the performance of this 
function, with the power to lend this capital, which distin- 

* Traitl des operations de banque, p. 69. 
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guishes an advanced economic society from a society which is 
backward in economizing the use of money. So striking are 
the benefits of this economy that some writers have denomi- 
nated it the actual creation of capital.* The benefits which the 
public confer upon the banks by their direct deposits and by 
the unconscious loan involved in the acceptance of the notes of 
the bank are fully compensated by the benefits which the 
banks confer upon the public in gathering together small 
credits and adding them to the useful resources of the com- 
munity. The process of these operations is thus set forth by 
Professor Dunbar : f — 

The first bankers probably had little thought of affording encour- 
agement or applying a stimulus to the industry of the community as 
a whole. When they began, however, to lend their money systemati- 
cally to merchants or the producers of goods, they began to give the 
command of capital in the enterprises where, for the time being, it 
was most called for and presumably most needed. When they 
increased their loans of this sort, by means of the funds left tempo- 
rarily in their care by persons depositing with them, they began to 
give to industry the benefit of capital which would otherwise have 
remained idle, or to secure the more speedy application of capital 
slowly seeking employment. The use of their own notes as the 
medium for making their loans, in a manner strictly analogous, gave 
to their borrowers the command of capital which the fluctuating body 
of note-holders might forbear to demand. And their practice of dis- 
counting the bills received by dealers from their customers tended to 
a rapid organization of credit, and, by giving the dealer the immediate 
use of that which was due to him at some time in the future, short- 
ened the period required for " turning his money " and undertaking 
some fresh enterprise. It is obvious that the bankers created no new 
capital by their lending and deposit-holding ; but it is equally plain 
that they directed the streams of capital to the enterprises and indus- 
tries requiring such support, and that they quickened the succession 
of commercial and industrial operations. A given amount of capital 
was thus made more effective, so that the result of the introduction 
of banking in any community was the equivalent of a considerable 
increase of capital, although not implying any real increase in the 
first instance. 

*Tlm8 Professor MacLeod declares that " money and credit are essentially of 
the same nature: money being only the highest and most general form of credit, 
they are each a right or title to demand some product or service in future " 
Theory of Credit, 1. 90 

t Chapters on Banking, p. 4. 
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In a much more enthusiastic strain speaks M. du Puynode, 
in spite of the fact that he rejects the theory that credit 
actually create! capital. He declares : * — 

Fertile as have been the mines of Mexico and Peru, from -which 
long after the time of Columbus seemed to flow the fortune of the 
universe, there is, however, a discovery more precious for humanity 
and one worth more than the riches of the Americas, — the discovery 
of credit. ... It doubles, multiplies a hundred-fold the activity and 
services of capital, it renders those services more constant and more 
generous, more certain and more speedy; but of capital itself, it 
does not create a particle. Institutions of credit are institutions of 
circulation : they are not institutions of production. 

It is in distributing between depositors, borrowers, and his 
own vaults the money intrusted to him by depositors in such 
a manner that he shall always be able to repay it according to 
his promise that the most delicate and important function of 
the banker arises. It is in the execution of this function that 
the modern banker has become the arbiter of the direction of 
investment, the organization of industry, and even of the fate 
of nations. Simple as the process is by which the banker 
transfers to others the stored purchasing power which he has 
gathered up in small deposits from his customers who have 
acquired gold or the right to command gold, it is his selection 
among these borrowers which determines the entire course of 
the industrial progress of a nation. The powerful banker has 
acquired not only the command over the purchasing power of 
others, but he has imparted such confidence everywhere in 
his ability to fulfill his promises to pay metallic money on 
demand whenever the demand is made upon him to pay one 
of his promises that his mere indorsement of a promise or his 
mere acceptance of some other person's promise becomes as 
potent in his hands as the tender of gold in the hands of others. 

Hence it comes that the great banker, in the financing of 
important enterprises, can by a word determine whether a 
given project shall succeed or fail. As the master of unin- 
vested capital, he is the final judge, from whose decision there 
is no appeal, of the direction in which capital shall be applied 
to industry. In every growing community much of the real 

* De la mormaie, du crid.it, et de I'impdt, 1. 106, 107. 
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burden of deciding upon the course of its future development, 
much of the real credit for this development, lies with the 
banker. It is for him to determine the relative marginal util- 
ity of one enterprise as compared with another and to grant 
his support only to the enterprise which promises the highest 
utility and therefore the most certain profits.* Thus the 
prudent and intelligent banker determines whether a com- 
munity shall have a cotton-mill or a rolling-mill, whether it 
shall have a gas plant or a tramway. It is his function to 
apply the test of present utility to the demands of specula- 
tors and promoters. Such of their projects as commend them- 
selves to his sober judgment he assists with the money in- 
trusted to his care. To such of them as do not thus commend 
themselves he refuses his assistance. Thus there rests upon 
the banker in a sense the vital function of trustee for the com- 
munity in its dealings with itself. This trusteeship is espe- 
cially sacred if he deals with the money of others, as is usually 
the case, and not purely with money of his own. 

The fertility in the creation of new enterprises in modern 
economic society is one of the natural results of the transfer- 
ability of capital which is promoted by the banking system. 
It is the banker largely who determines the direction of in- 
dustry by his willingness to make loans to industries which are 
profitable because they are meeting a demand, and by his with- 
drawal of loans from industries which are ceasing to be profit- 
able because of overproduction and diminished demand. How 
this process operates is thus set forth by Mr. Bagehot : f — 

It is the money-lender in a primitive community whose capital is 
first transferred readily from occupation to occupation. Suppose a new 
crop, say cotton, becomes suddenly lucrative : immediately the little 
proprietors throng to the money-lender to obtain funds to buy cotton. 
A new trade is begun by his help, which could not have been begun 
without him. If cotton ceases to be afgood crop, he ceases to lend to 
grow it. 

* II Courcelle-Seneuil declares that " the capital of a nation is nothing else than 
the sum of all the utility which that nation possesses " Travti des optrattons de 
banque, p. 16. It is obvious that under this definition that whieh has ceased to be 
useful has ceased to be capital. It is the duty of the banter, therefore, to take 
note of utilities, in order to avoid dealing with material things and projects which 
in the sequel may prove not to be capital within this definition. 

t The TramferabUtty of Capital, Works, v. 297. 
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From this function of the banker in the use of credit natu- 
rally opens the vista of the great power which he exercises 
under modern conditions in the consolidation of industries, the 
weeding out of worn-out institutions, the combinations of rail- 
ways and steamship lines, and all the other steps which have 
been taken within a decade to promote the economy of effort 
and the efficiency of industry. The banker's has in some of 
these cases been the originating and productive mind which 
has discovered the opportunity for these combinations and 
brought together the discordant elements necessary to make 
them succeed. The best type of banker, however, does not 
usually act directly as a promoter. He leaves it to others to 
present such projects for his consideration, and sits in impar- 
tial judgment upon their value in the economy of society. 

If this ideal conception has not always been realized in fact, 
and the banker has occasionally been attracted by the prospect 
of large commissions upon doubtful operations, he has forgotten 
his true functions and has hazarded unwisely the capital which 
has been intrusted to his keeping. It must be remembered 
that, whatever criticism may justly lie against any given com- 
bination or financial operation, it cannot ultimately succeed if 
it does not involve economy of capital or effort and benefit to 
the community. The banker may in certain cases succeed in 
unloading doubtful securities on the public before their char- 
acter has become known ; but, in doing so, he exposes himself 
to more than the usual banking risk, and departs from his true 
and only safe function in guiding industry in the directions 
which will insure his profit from the service which is rendered 
to the community. 

It is in advancing money upon merchandise (or to the 
dealers in merchandise on their personal credit, which comes 
to the same thing from an economic point of view) that the 
banker brings the element of credit in a large degree into his 
calculations. He then with the solid money of his depositors 
discounts the future profits of the borrower, — the ability of 
the borrower to pay metallic money, or the unquestioned 
titles to it, at the date fixed in the contract. 

If the banker alone controlled the direction of industry, by 
withdrawing loans where he suspected overproduction and 
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granting them where he saw opportunities for safe profits, his 
problem would be much simpler than it is in the world of real- 
ities. Other holders of money, many of them disposing of 
their own capital, are always competing for new and profitable 
commercial undertakings. The wisdom of the banker will to 
a certain extent determine the movement of capital on the 
margin between different enterprises, offering varying degrees 
of security and profit. It will be largely for him to decide 
when the margin of profitable development in any one direc- 
tion has been reached and when encouragement to further ex- 
pansion in that direction should cease. But it is sometimes 
not within the banker's power, even within the limits of a 
single community, to keep the course of industry within the 
conservative limits which he might wish. When overproduc- 
tion takes place in any industry which he has aided, followed 
by falling prices and stagnant markets, the primary condition 
is threatened upon which his own solvency depends. The 
capital which he has advanced to this industry may then be 
suddenly locked up in unmerchantable products and cease to 
be recoverable. It is then that the stored purchasing power 
intrusted by his depositors to the banker, and which he has 
lent to others, ceases to be readily convertible back into 
money. 

A wrong direction may be given to capital, and doubtless 
often is given, by the personal interest of the banker in busi- 
ness connections which are outside the legitimate field of bank- 
ing. Desire to promote some enterprise from which he ex- 
pects to derive large profits will lead to loans and advances 
which are known to be doubtful, but which are counted upon 
to run without disaster the gauntlet of unusual risks. One 
of the greatest temptations which comes to the banker is to 
become a partner in business enterprises and to support them 
with the money of his depositors, in defiance of the rule that 
capital should be invested in the enterprise of greatest benefit 
to the community consistent with security. In undeveloped 
countries, where banking has not settled into well-defined 
traditional channels, this danger is especially great. The les- 
son that the business of a commercial bank should be strictly 
limited to loans for short terms to persons and companies 
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capable of repaying them at maturity has been well learned 
in England and France, and is appreciated by the great 
bankers of other civilized countries. In Germany, Belgium, 
and Austro-Hungary, however, the rapid development of in- 
dustrial enterprises from 1897 to 1901 tempted many of the 
great banks into loans of a character which may have aided 
in promoting the development of the country, but involved 
serious elements of risk from the standpoint of commercial 
banking. How far this process was carried in Germany was 
thus set forth in an English journal : * — 

The banks are interested as investors in industrial companies of 
all kinds, not merely railways, tramways, and electrical concerns, but 
even in such things as cement works. No doubt all these industrial 
concerns are sound. No doubt they yield a good return on the money 
employed. But, all the same, the market for them is confined to 
Germany ; and, if trouble were to arise, it would be impossible for the 
banks to realize their investments. Therefore, these investments must 
be looked upon as a lock-up of capital for a considerable time to 
come. 

Such dangerous uses of the resources of depositors depart from 
the true rule of banking, and, when caused by personal interest 
on the part of the banker, lead to a wanton misdirection of 
the fund of circulating capital. Enterprises of doubtful utility 
are thus sustained long beyond their period of usefulness, and 
eventually may drag down the bank which has thus abused its 
functions. The equilibrium between demand and supply of cer- 
tain commodities being broken by the errors of producer and 
banker, the equilibrium between the demand and supply of 
metallic money may also be threatened. No one understands 
better than the far-sighted banker who has once confronted 
such conditions that cost of production does not control value 
when supply exceeds demand.f Notes which he has treated 

* London Statist (February 24, 1900), xlv. 283. The dangers involved in 
this method of banking were brought forcibly home to German bankers during 
the crisis of 1901, and were the subject of earnest discussion at a convention of 
bankers held at Frankfoit on September 18, 1902. Vide Moniteur des IntirUs 
Matinels, September 21, 1902, p 2782 

t " However great the cost expended on an article, if the public will not have 
it, all the costs in Christendom will not give it a value j and, if the good continues 
to be dead stock, all the machinery and buildings by which it has been made 
lose their value, except in as far as they can be turned to other uses, and get an- 
other value from another product " Smart, Introduction to the Theory of 
Paine, p 68. 
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as valid promises to pay him money on given dates and secu- 
rities which he has believed he could convert into money, he 
then finds without value for this purpose or with a much lower 
value than that for which they were accepted. 

It is because of their function in protecting the tool of 
exchange that bankers are justified in acting with extreme 
caution in making loans and in refusing support to enterprises 
which involve great risk. The success of some of these enter- 
prises may be important to the community, but the risks 
involved are of a character which should be assumed only by 
persons of a daring turn of mind who are willing to risk their 
own capital. The banker is constrained to conservatism both 
by the fact that he is the trustee of the money of his deposi- 
tors and by the fact — still more important in some respects — 
that he is the trustee of the mechanism of credit for the entire 
community, whether its members are individually depositors 
with him or not. 

These considerations explain, and to some extent justify, the 
severity of the rules sometimes followed by bankers in new 
and undeveloped communities. Unconsciously, in charging 
high rates for the use of money, they are collecting a neces- 
sary premium for the risks they run. While they may permit 
their charges in this respect to be dictated by selfishness, they 
are abundantly justified, when loaning upon securities in any 
way questionable, in accepting such securities only with an 
ample margin of allowance for shrinkage in their value. If 
such shrinkage is material, the banker takes the whole of the 
value which remains, often leaving the borrower by whom 
securities were pledged with little or nothing. Harsh as this 
condition has sometimes seemed in communities where values 
have fallen greatly, it grows naturally out of the function of 
the banker in its relation to other interests. The borrower 
takes large risks, but he also takes the opportunity of large 
profits. High rates for money and capital, moreover, in a 
community where the supply is not sufficient for all, tend to 
bring into operation the law of natural selection. Those enter- 
prises whose marginal utility to the community is greatest will 
be able to pay the high rates charged : those whose marginal 
utility is relatively low will be forced by this process of natu- 
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ral selection out of the money market. Rates which were 
made indiscriminately low, where the supply of capital was 
deficient, would destroy this efficient index of the proper use 
of capital and permit its rental to the first comer, with results 
perhaps very detrimental to economic development along the 
lines where it was most needed. The effect of an artificially 
low rate for the rental of money under such conditions would 
be similar to the effect of an abnormally low price for bread 
when wheat was scarce, — dangerous prodigality when there 
should be rigid economy. 

The efforts of monetary reformers, therefore, should not be 
directed to arbitrarily depressing the rate of interest where 
currency and capital are scarce, but to naturally bringing down 
the rate by increasing the offer of capital, the means for draw- 
ing it out of private hands where it is idle, and the facilities 
for transferring it.* While the rate for the rental of money 
may be unduly enhanced by facts which hamper the free move- 
ment of capital, including restrictive currency laws, this rate 
is in itself, other things being equal, the index of the supply of 
capital in relation to demand and the means by which capital 
is directed into the channels of its greatest efficiency. Only 
the man who can see a large rate of profit in his projects will 
borrow money at a high rate ; and he will find the highest rate 
of profit in those enterprises which have the highest social 
value, or at least stand in the highest estimation in the com- 
munity, as shown by their returns.t 

It is of paramount importance to every individual in a 
modern civilized community that banking credit should have 
the same solidity as coined money. Suspension of cash pay- 
ments by bankers affects not only their depositors, but every 
one with whom these depositors deal. This is especially the 
case when the banks issue currency designed to circulate as 
money. Every commercial banker is under contracts to de- 
liver metallic money on demand. It matters little whether 

*It is obvious that one means to these ends is the issue of credit currency, 
because every holder of a credit note has intrusted his capital to the amount of 
the note to the issuing bank for the use of the community 

t They may not m all cases have the highest hygienic or moral value ; but 
that has little bearing on the question discussed here, since a low rate for money 
would not in any way discourage boirowmg it for immoral or wasteful purposes. 
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these contracts are in the form of printed notes or acknowl- 
edgments in a deposit book. The banker is a broker in 
money, with many contracts outstanding for the future de- 
livery of money. As a " corner " on the stock exchange means 
ruin for brokers who are " short " of the " cornered " stock, so 
a corner in currency means ruin primarily for the banker if he 
is " short " of currency and, secondarily, for all the patrons to 
whom he is under contract to make delivery, because they, too, 
are under contracts to deliver money to domestic servants, 
wage-earners, shop-keepers, and manufacturers. The banker 
is the guardian of a mechanism whose derangement means 
serious embarrassment, and perhaps ruin, to every member of 
the community. It is enjoined upon him, therefore, to so 
employ the surplus capital of which he is the custodian as to 
extend the greatest possible aid to those enterprises which 
promise the greatest sum of economic benefits, while taking 
extreme precautions, as trustee for all members of the com- 
munity, that he shall never be unable to fulfil exactly and 
without grace all the contracts which he has made to deliver 
money. 

Charles A. Conant. 



